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INDUSTRY AND BUSINESS ENVIRONMENT

Trends Affecting the Industry

Approximately one-hdf of the children in the United
Statestoday are cared for by someone other than an
immediate family member during some portion of eech
day. In two-thirds of two-parent homes, both parents
work, providing alarge and ever growing consumer base
for the day-care indugtry. In addition, 12 million children,
more than 20% of the children in the United States, live
with single parents who need child carein order to work
(Cddwell, 1987).

Married women with children have been the fastest
growing segment of the labor force since 1972. Estimates
show that 67% of al new jobsfrom 1988 to 1995 will be
held by women, 80% of whom will have children & some
point during their career. A naiona survey conducted in
1982 indicates that 27% of mothers of pre-school
children say they would seek ajob if they could find

adequate child care, and 21 % of part-time working

mothers cdlaimed they would seek more hours of work if
given better child care.

Employers and co-workers often fed theimpact of
inadeguete or unrdiable day care. Sometimes parents are
preoccupied a work about their children's care. They
may arive late and leave early to meet their children's

schedules. Absentesism may occur or timemay belogtin

making phone calsto check on children. Both mothers
and fathers have been known to reject promotions
because of conflict with their parenta obligations
(Wqjahn, 1988). Co-workers may be affected by lost
productivity and may fed resentment if called upon to
"pick up thedack."

Some employers are taking steps to reduce the struggle
between career and parenta obligations by offering
flexible work schedules and parental leave, both for
mothers and fathers. Employers are dso hdping
employeesfind options for qudity child care, by offering
referrd servicesto employees seeking day care. This
usually providesa starting point for the parents by giving
them abetter idea of what is available and dlowsthem to
talk with other parents who have had some expeience
with a particular caregiver. Some employersare dso
providing financia assstance by arranging for parentsto
pay their child-care expenses with pre-tax dollars or
offering child-care subsidies as part of their benefit
package

A less common practice that has gained support is on-site
child care, aday-care fecility sponsored by the company.,.

entire cosL Usudly, parents have pan of the expense
deducted from their paychecks or eect aflexible benefit
option. Depending on the amount of subsidy provided by
the employer, rates for on-ste care can be below that of
other quality day-care centers. However, most companies
that have some type of child-care facility or assistance
program believe the benefits--public relations, incressed
employee dependability and improved recruiting and
retention effom-far outweigh the coststo them
(Thompson, 1988). With the additional advantage of
proximity, parents do not have to go-out of their way to
drop their children off before work and are able to visit
them during bresks and the lunch hour. Because of the
growing demand in the day-care industry, many
opportunities exist for potential smal business owners.
Parents now place a high vaue on qudity child care and
arewilling to search for the best care providers.

Current State of the Industty

Almost 4,800 smdl businesses with lessthan 20

employees eech provided child day-care servicesin 1986.
These small businesses account for approximately 70%

of the businessesin the industry (see Chart 1). They were
aso the fastest growing segment of the industry from

1980 to 1986, adding more dm 20,000 workers-a
106% increase.

For-profit businesses are only one of the severd different
types of day carethat now exi st with each type used by
different groups within the day -care market. Many of the
amadl child day-care businesses are home-based, or
operated out of a privately owned home. By contrast,
center-based operationstend to be larger in size and

include franchise, on-site company sponsored,
cooperative and individually owned centers. Currently,

15% of employed mothers use center-based day care for
their preschool children astheir primary source of child
care. An additiona 13% of working mothers use
center-basad care astheir secondary source and usea
baby-dtter or family member astheir first choice.
Surveys show that more affluent, better educated families
rely more on paid care and center-based care than lower
income families, who rely primarily on relaives.

The market demand for child care hasaso led to the
development of chains of day-care facilities. Changing
Timesreportedin 1984 that ". . . top chainsenrall just 6%
of dl children under 6 years old who attend day-care
centers and nursery schools. Not surprisingly, the chains
managements say they intend to expand as quickly as



and |ocated on its property. Since on-Site care-can be very staff time, capital resources, and interest rates allow
expensve, employers normally do not underwrii; the Enrollments are soaring everywhere™
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Chart | - Child Day6care Industry
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Some of the chain leaders of day-care operations are
Kinder-Care, founded in 1969, with more than 850 locations
in 40 states and Canada-, LaPetite Academy, started in
1970, with 358 centers in 20 states; ARA Services, which
bought National Child Care in 1980, with 142 schoolsin I |
states; and Gerber Products with 57 Gerber Children's Centers
in six states. (Changing Thnes, 1984).

Govemment's Role In the Industry

Child-care needs have recently attracted national attention with
the U.S. Congress debating whether to establish a national
program and regulatory standards. However, individual states
already regulate child-care providers. State laws are extremely
diverse, ranging from strict licensing requirements to almost no
regulation at all. Each state has its own laws regarding zoning

ordinances and insurance requirements, as well as regulations
for the actual facility, such as capacity limits, fire alarms, fenced
play areas, number of exits and health, standards for food
preparation areas. In addition, there

are usually regulations regarding the minimal number of staff
required for specific levels of enrollment (see Appendices A and
B for state regulatory agencies and licensing requirements).

Current federal proposals emphasize the cost and availability of
child care, as well as setting national health and safety standards.
One proposal, called the Child Care Services Improvement Act,
would authorize tax credits of up to $ 1,000 to low-income
parents, issue grants to public, private and family day-care
centers and provide an insurance pool to help lower the cost of
liability coverage. The plan also includes a revolving loan fund
to improve child-care facilities.

Another proposal, called the Act for Better Child Care, would
subsidize day care for low-income families. In addition, this bill
would provide funds to improve the training of child-care
workers and establish minimum federal standards for child-cae
providers (Thompson, 1988).

The federal government already provides some assistance to
low-income fwnilies through Title XX of the Social Security
Act, passed in 1974. Families with an income below 115% of
their state's median income are eligible for benefits, and families
with an income above 80% of their state's median income are
required to pay some part of the expenses based on their
income level (Shaw, 1986).

In 198 1, the funds for Title XX were cut back at both the state
and federal levels. Originally, the federal government
contributed 75% of the funding and the states contributed 25%.
The program was then cut back 21% at the federal level; the
states were no longer required to contribute, resulting in many
children being dropped from the program due to more limited
eligibility requirements. Funding has since increased but still
does not match the original, pre-1981 level (Shaw, 1986).

Head Start is another federally funded program aimed at
low-income children. The purpose of this program is to prepare
children from very low-income families for school by focusing
on reading and positive social interaction. Some perceived that
low-income families were unable to provide their children with
the books, games and activities that middle-class children
enjoyed. An unforeseen by-product of this program is free child
care to parents who enroll their children. The federal
government continues to fund Head Start and approximately
350,000 children are currently enrolled (Shaw, 1986).

In addition, a tax credit is available that reduces families' federal
income taxes to help compensate for child-care expenses. In
1976, the tax credit was established at 20% of total child-care
costs up to $400 for one child and $800 for two or more
children. In 1981, the credit was changed
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to favor lower income families. The rate was increased to
30% for households earning less than $10,000 and
declined gradudly to 20% for families earning over
$28,000. The maximum credit is $720 for one child and
$1,440 for two or more children (U.S. Department of the
Treasury, 1984). Unfortunately, few poverty-level
households are actudly able to benefit from the entire
credit because they cannot receive an amount larger than
their original tax liability. Therefore, the prime
beneficiaries from the credit are middle- to upper-income
families (Shaw, 1986).

Day-care providers need to stay informed of federa
programs and proposals because of the direct
conseguences on new and exigting day -care businesses.
For example, n" ew financing oppornmities might be
created or amgjor shift in public attitudes towards the
provison of qudity child care n-dght occur.

The Legal Environment

Although starting aday-care businessis relatively easy
thelegal issuesfacing the potentid day-care center
operator or in-home provider are complex. Because of
recent court cases, day-care providers must have
substantid knowledge of the laws for operating a center
or providing carein the home.

Child-care providers need to have a clear understanding
of their relationship with the children and which
decisons are theirs to make concerning the childrenin
their care. Animpartant step in precluding lawsuitsfiled
by parentsisto reguire them to sip a consent form that
outlines the policies of the center and the procedures to
be followed in specia Stuations and emergencies. Also,
the responsibilities and expectations of the day-care

provider and the parents should be clearly understood.
Signed consent forms will not dways prevent lawsuits
from being filed; however, the written document is
important evidence of good faith on the caregiver's part.

Themost common legd problems faced by chud-=
providersinvolve negligence by a staff member whose.
failureto act regponsibly or follow specified procedures
resultsin injury or civil rightsviolations. Civil rights
casss aretypicdly filed when a parent or the Sate feds
there has been inappropriate behavior or abuse by staff
members (Corder, 1984).

Proper insurance coverage is essentia to cover the costs
of lawauits, lighilities and unexpected expenses. Even
though precautions may be taken, accidents can happen.
Therefore, the child-care provider should be covered with
ligbility insurance in case of an accident resulting in
injury. Aninsurance agent can advise whet type of
coverage is needed and prepare a plan specificaly
designed for the owner's particular needs. Coveragefor a
day-care operation should include the following:
o Generd liability, which protects againgt claims of
injury or property damage involving clknts.
o Fire, busnessinterruption and crime insurance.
* Workers ¢c(xnpensation, uneanployment
insurance and optiona edmployce benefits such as
hedth and lifeinsurance.

Some ways to obtain the coverage include adding arider
to ahomeowner's policy, purchasing a separm policy to
cover day-cm related accidents or purchasing a separate
family day-care group policy from agenciesthet savethe
specia needs of that profession, such asthe Nationa
Asociation for Family Day Care's group policy.

U.S. S=il Business AdmintsWation



SMALL BUSINESS FACTORS

Sart-up Information

Training is available for starting and running a child-care
facility through either specific classes or literature. The local
child-care Resource and Referral Agency or local Family
Day Care Association can be contacted for information. In
some states, such as Massachusetts, New Jersey, Texas,
New York and Georgia, assistance is provided through
community agencies that recruit, license, train and monitor
family day-care providers (see Appendix E for information
resources). One source of particular interest is the National
Association for Family Day Care (NAFDC), a nonprofit
organization that provides literature, quarterly newsletters
and group insurance to home day-care providers.

Business Plan

No matter how small a business is, one can benefit from
writing a business plan. It helps organize thoughts and
assures that all information needed to start a business is
available. A plan should include goals and objectives and
the step-by-step details of how to reach them (see
Appendix C for business plan guidelines). In addition, a
business plan should include financial requirements and
projections. If financial assistance is needed, a business plan
is an invaluable aid in convincing lenders of one's
seriousness and dedication.

Cash Flow Analysis

All businesses require a cash investment to get started.
Cash flow is often limited in the first few months, so it
makes sense to keep expenses as- minimal as possible; for
example, by shopping around for the best price for rent,
fixing up an office and buying a business telephone.
Utilizing home furnishings for a while will enable more
money to be used for essential business equipment. How
much financing is needed? A business plan can provide a
good idea of how much money will be required to start and
sustain a business for the first few weeks or months. An
income projection (see Appendix D for income projection
statement) can help determine the following:

o Start-up costs.
o Estimated gross monthly sales.
* Type of service(s) to be provided.

o Monthly operating expenses.

o Expenses with industry averages.

Monthly draw and how much additional cash will be
needed.

* Whether the business can support its debt service.

Financial Sources

Once it is determined how much money is needed, sources
for obtaining these funds may include the following:

Personal savings.

® Cash value of life insurance.

* Value of stock or bonds.

Cash value of other assets available or that may be
used for collateral.

Cash loans from relatives or friends.
Investments from partners.

Chattel mortgages on vehicle or equipment
e purchases.

Advance payments from contracts or prepaid
e 'memberships."

Commercial bank loans (usually limited to a few
o thousand dollars on signature loans).

Second mortgage on real estate or other assets (it is
common to pledge two dollars in assets for every
dollar you borrow).

Banks are not speculators or gamblers; consequently, most
small businesses are financed through private sources.
However, even if a bank offers financial assistance, it is not
wise to commit to specific payments in the first few
months. A flexible repayment schedule is important so that
as much operating capital as possible can be retained in the
business during the initial period.

Government loan guarantees through the Small Business
Administration (SBA) or the Farmers Home
Administration are available during the initial start-up and
later expansion phase of a business. Specific eligibility
cariteria must be met to qualify for these programs.

Marketing

Once the training, business plan and financing are
complete, the small business owner must attract potential
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customers through an effective marketing program. The
more care and attention devoted to marketing, the more
successful the business can be.

The minimal marketing program should include

Name-Be sure to have a memorable and distinctive
name. If it is easy for prospects to remember the name,
the marketing program will be more cost effective.

Logo-~Choose a memorable style in which to print the
name. If well done, the logo will tell the story efficiently.
Have original art work photoreproduced so it can be used
consistently.

Business cards-This is a simple way of creating a
business-like image and probably the least
expensive-per-impression advertising available. Hand
business cards out to everyone. One never knows when a
contact will turn into a business referral.

MODELS OF DAY-CARE OPERATIONS

Flyers-Visit a local quick-print shop to learn how to use

clip art and dry-transfer lettering to create flyers. Post

them on bulletin boards and hand them out to prospective
(expecting) parents.

Signs-A plastic magnetic sign on the door of a car or

van will attract a lot of attention at a low cost.

T-shirts-These are a popular and low-cost method of
spreading the word. They are also a natural for field trips
to keep track of groups by color coding the children.

Classified ads-lzm how to write short attention
grabbers. Get results cheaply. Action words attract
attention.

Brochure-As the business grows, the owner may wish
to invest in a brochure to enhance the business' image
while telling the story in a professional manner.

Child day-care activities often are classified according to
where the services are provided, as home-based or
center-based. Home-based operations are small
businesses run out of a person's home. Center-based

operations may be small or large businesses or nonprofits.

While each form of day care has its own unique
considerations, several issues are universally applicable
such as licensing, financing, health and safety,
record-keeping, insurance and marketing. The ways in
which these and other activities affect the prospective
business person are discussed as each form or "model" of
child care is examined in greater detail.

The Home-based Business

Offering home day care is a good, low-cost method of
starting a business that is especially attractive to people
who have children themselves and want to stay at home
to raise them.

For a home-based operation, the prospective small
business owner needs to consider whether his or her
house is suitable for child care by consulting the state
regulations. Some common requirements include smoke
alarms, railed stairways and an outdoor play area
protected from nearby traffic or other hazards.

From a state regulatory standpoint, there are two basic
kinds of home-based care that can be provided-
registered and licensed. Some states further subdivide

these categories depending on the number of ages of
children being cared for. Registered care may entail as
little work as a basic background check by the police
department unless someone lodges a complaint against
the business owner. Licensing entails more stringent
requirements, such as annual checks by the health and/or
fire departments, periodic "drop-in™ inspections, etc. In
some states it is possible to operate home-based child
care without any regulatory status; however, the move is
toward some type of control. Being registered or licensed
is often a consideration of parents when looking for care
and can also be a valuable advertising tool. Many states
and cities maintain lists of licensed and registered
providers that are shared upon request with parents and

employers looking for quality child care. Being listed

may provide the day-care business with exposure,
advertising and an implied endorsement. Since the
regulations vary greatly from state to state, obtaining a
copy of the state regulations is a necessary first step.
Another issue to consider is financing. While caring for
children at home is not usually capital intensive, there
will be costs associated with running a business-such as
costs to equip the home with the appropriate toys and
other equipment. All new or expensive equipment is not
necessary; however, safety and liability should be kept in
mind. Toys should be selected that are too large to
swallow, made with nontoxic materials, nonelectric, etc.
Most day-care owners find they are better off investing in
a few well-made items rather than many cheap ones.
Many items needed can be found at garage sales or thrift
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shops. Some states maintain resource banks for day-care
providers that make toys and other equipment available
on aloan or exchange basis.

State agencies can also provide information on programs
and support networks to assist the business owner with
the day-to-day operation of the business. Although it is
entirely possible to run a successful business without
information on current events, staying abreast of
pertinent legal issues, industry trends and new ideas will
help the small business owner to provide better care and
to inarease the chances of being profitable. At the
national level, the National Association for Family Day
Care provides family day-care support (see Appendix E).
For example, the Child Care Food Program (CCFP),
administered in most states by the State Department of
Education, helps child-care centers and family and group
day-care homes serve nutritious, well-balanced meals.
Each month providers complete the appropriate forms
and are then reimbursed for the meals they serve. The
amount paid depends upon the number of meals served
per month multiplied by the reimbursement rate. The
maximum reimbursement is two meals and one shack per
child per day. The current rates per child are $.3725 for
snacks, $.6675 for breakfast, and $1.2525 for lunch or
dinner.

Well-defined policies, contracts and procedures are
essential to running a day-care business. Having the
parent sign a contract at the initial interview will legalize
the business agreement and help to avoid conflict in the
future. Obtaining all the necessary emergency
information and the first payment at this time is
advisable. Receiving each period's payment up front is
considered normal practice, and for good reason.
Prepayment ensures that the money needed will be
available to provide food and other items for the children.
It also avoids the unfortunate, but not infrequent, problem
of caring for children, then finding that the parents cannot
or will not pay.

A good record-keeping system is important to track
payments received and for tax purposes. A detailed list of
all revenues and expenses must be kept for the business.
Accurate records also are needed for parents who want to
figure their tax credits. A separate weekly income record

or attendance form can be used to record income. In
either case, the total number of hours of care for each
child and the amount received should be included as well
as the reimbursements received from the CCFP.
Reimbursements are considered income and must be
included on a tax return.

Certain expenses can be deducted from business income
on a tax return. Such expenses are classified as direct and
indirect. Direct expenses benefit the children only. The
full amount paid may be deducted from these items.

Some examples are food, toys, bookkeeping costs,
depreciation and tax credit allowances for major

purchases. Indirect expenses benefit both the business

and personal parts of the home. Only the business portion
of these expenses can be deducted. Some examples are
utility costs, real estate taxes, homeowner's insurance and
home repairs and maintenance. All receipts should be

kept to substantiate expense deductions on an income tax
return. More detailed information on record keeping for
tax purposes can be obtained from an accountant or found
in publications such as Tax Guidefor Swil Businesses
(PUB 334) and Business Use of Your Home UIUB 587)
available from the Internal Revenue Service (IRS).

Development of business procedures should include
setting up a daily schedule outlining what the children
will do during the day. Parents generally feel more
comfortable knowing what their children will be doing,
and children adapt more readily when there is a sense of
order to their day.

The final step is to develop a marketing plan for the
business and selecting ways to advertise, for example,
listing the business at the local governmental agency,
placing an advertisement in local papers, passing out
flyers, putting notices on public bulletin boards, telling
friends, contacting schools and churches, etc. Any place
frequented by families of working parents is a good place
to advertise.

Advantages of home day care are that the owner can
sometimes provide the service at a lower cost to parents
than center-based care, while providing a closer,
family-type setting for the children. Both of these
features should play heavily in advertising as cost and a
home-like environment are of utmost concern to parents
who must leave their children on a daily basis.
Disadvantages to the business owner include long
hours-10- to 12-hour days are not uncommon. Working
alone and being the sole operator of the business can also
be a problem if the owner becomes ill or needs a day off.
Therefore, planning ahead for backup support is
necessary.

The following case histories illustrate the differences
between a registered and a licensed home care provider.

Registered Home Care Model

Vicky is a registered home day-care provider in Kansas.

In her state, this means that she can care for no more than
six children, including her own, under 16 years of age.

No more than three may be under 18 months of age.
Being registered indicates that the provider has assured
the state department of health that all requirements are
being met. In this less formal type of regulatory
environment, parents play an integral role in ensuring the
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quality of care that their children receive. While the
specific requirements differentiating licenses and
registered care vary from state to state, in general,
registered care entails fewer regulatory constraiftts but
allows the owner to care for fewer children. Specific
requirements pertinent to each state can be obtained from
each state's health department.

Vicky went through a three-step process to become
registered. First, she obtained and completed an
application packet from the health department. Second,
she fidled out a Kansas Bureau of Investigation form that
authorized the state to do a background investigation for
arrests or convictions, especially as they pertain to abuse
issues. And finally, she paid an application fee of $5 and
must pay an annual renewal fee of $5.

To help reduce her operating costs, Vicky participates in
the Child Care Food Program, which reimburses day-care
providers for some food costs. To be reimbursed she
completes two forms each month: an attendance sheet
verifying the number of children served meals and a
menu chm for each meal served, which must meet state
guidelines. She is reimbursed the following month at the
current standard rate, which currently covers all her food
costs. Vicky's marketing strategy to advertise by word of
mouth has kept her home day-care business at maximum
capacity since 1982. Vicky also sets her fees

competitively for her location and estimates her annual
gross income is $9, 000 with a net income of about $8, 000
after expenses. However, with her various entitlement
and tax write-offs, her taxable income is only about
$i,000.

UcwmW Honis Care Moftl

Jennie is a licensed provider who started baby-sitting
"informally" and became aware of the many programs
and tax deductions available as she became more
established in her work. As a licensed provider, Jennie
may care for up to ten children under the age of 14. No
more than six may be younger than kindergarten age and
no more than three may be under 18 months of age.
Licensing requires that her home be inspected annually
for health, safety and program offerings.

The rates she charges are competitive for her community.
She participates in her local Family Home Association
Food Program to subsidize her food costs, following the
same procedures as those in the registered care example.
The insurance needed to cover her family~ome day-care
business is provided by a rider on her homeowner's
policy. Jennie works from 7:30 A.m.to 5:30 pm, Monday
through Friday. For tax purposes, she nets approximately
$1,000; however, she realizes significantly more for the
reasons cited in the previous example.

Since JenAW)ecme licensed, she has fenced in her yard,
boutht a swing set and an eight-passenger van, and has
transformed a room of her house into a playroom for the
children. Also, she deducts one-third of the utilities from
her taxes based on the square footage of her house
devoted to the business. Jennie shops for toys and
equipment at garage sales and discount department stores.
In order to adhere to the state requirements, her home is
inspected annually, the first time by the fue department
and thereafter by the health deparanent. Jennie's
marketing strategy is simple. "I don't advertise," she

says. "'l believe that word of mouth from satisfied parents
gets better results." Her perception as to why parents
choose home care is that it is less expensive than
center-based care, the children contract fewer illnesses at
her home and that shy children can easily get "lost in the
crow&' at a day-care center. She feels that providing a
warm home environment for the children to enjoy while
their parents are at work is beneficial and appealing to
families.

The Center-based Business

While the need for day care continues to grow,
individuals interested in providing this service may find it
is not a profitable activity. Day care on a scale that

requires more than one employee can be expensive to
provide due to the caregiver-to-child ratios that are
strictly enforced by state regulators. The potential
day-care owner should, therefore, fully analyze revenues
and expenses early in the start-up process to determine if
some form of sponsorship is necessary to cover costs. An
alternative is center-based care that may be provided
through a variety of organizational structures including
corporate- or employer-sponsored centers, franchised
business centers, cooperative centers and nonprofit
agency centers.

A typical example illustrates the current income and
expense structure of a day-care center in a mid-size
midwest community. The facility accommodates

10 toddlers, 24 children ages 3 to school age and

28 kindergartners, attending on a half-day basis with
one-fourth of the children eligible for Social
Rehabilitative Services (SRS) reimbursement for meals.
After total expenses are deducted from total income, this
hypothetical center earns approximately an $8, 600 annual
profit, part of which must be used to pay for capital
expenditures or debt retirement (see Table 1).

When initial decisions on the facility location and layout
are made, the cost is only one factor that should be
considered. Others are zoning, health and safety,
convenience and availability of existing facilities. In the
ideal case, when a wide range of locations are available,
the most important considerations should be the
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convenience to parents, the qudity of the neighborhood
Table 1 - Income Statement For A and zoning regtrictions. |dedlly, a center should be
Hypothetical Day-care Center located on the goproach to the business digtrict of the
city, on theright-hand side of the street and with a
covered carport to make drop-off and pick-up of children
Annualas convenient as possible. Using a building vacated by a
Income amount business has many advantages, such as zoning restrictions
are usuary not a problem; the basic structureisin place;
and parking is generdly available. VAgle an exiging
building may be otherwise suitable, hedth and safety

10 toddlers @ $13/day x 260 days $33,800 must dso be consdered. If, for example, the facility is
24 3-yr to school-age children @ $11.50 71,760 located in arun-down section of town or islocated nesr
28 kindergartners @ $10.50 76,440 hazardous industrid sites, parents may hesitate to enroll
SRS food reimbursement 7,346 their children, fearing for their children's weu-being.
Tota income $189,346 The Corporate Center Model

Cotporate-sponsored centers have grown phenomendly
as companies redlize that they need to address family
Annual issues affecting their employess. Most of the companies
Expenses amount that dready offer child care arefairly large corporations
but opportunities do exist for smal business
entrepreneurs. Other large corporations may be interested

Rent (3600 . fL @ $4.00) $ 14,400 in providing day-care servicesif properly gpproached by

Utilities 9,600 an entrepreneur who could take on the responsibility of

Custodian 2,400 setting up and rimning the center in exchange for the
financid backing and/or other support necessary to get

Custodia supplies 600 the venture off the ground. The sinau business owner

Play and art supplies 1,300 would then have the fuiancid resources needed to get

Kitchen hep 2,400 garted while the company would have the benefit of

Kitchen supplies 250 on-site care for its employess.

Lunch expense 20,150

Snacks 9,235 Corporate-sponsored day care may be either on or off

Building maintenance 1,500 the job site. On-site day care isthe most desirableto

Equipment repair 300 employees because of the convenience. Having the

Office supplies 300 center located in the same building or complex dlows

In-servicetraining 200 the working parents peace of mind and the freedom to

Insurance 800 visit their children during bregks. The advantages,

Lead teacher salary 3 FrE,* such as reduced absentegism and turnover,

40 hrsiwk, @ $5/hr 31,200 increased productivity, and improved morde
Asst. teacher salary 4 FTE,* and employee-employer reations, increasethe
50 hrs'wk, @ $4.30 44,720 cost-effectiveness for the corporate Sponsor.
Payrall taxes and insurance est. of 15% 11,388 An example of an employer-sponsored day -care center is

Owner'ssdary 30,000the Employee Center for Y oung Children (ECYC), Inc., a
Totd expenses $180,743nonprofit corporation established in 1980 and funded by
Merck and Co., aNew Jersey-basad pharmaceutical firm.
Recognizing the need for thistype of service for its
Source: KSU-SBI, 1988. employees, Merck obtained a$100,000 grant, leased a
*Full-time equivalent building and hired adirector. Operating revenues came
from fund-raisers and tuition paid by parents. Merck
subsidizes phone, mad and duplicating servicesand
After personnel and food, the center's largest provides an annud grant for staff development. Current
expenseitem isrent and related facilities cods. management of the center isby aboard of deven
trustees, Six eected by the members, parents and
interested persons, and five eected by the board of
trustees themsalves.
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Severd variations of this corporate gponsored model
exig, such asthe consortium mode in which two or more
persons or businesses work together to run the center. In
addition, industria parks often have center-based care
available with severa corporations providing the
financial backing for the operation. Sometimes these
centersare labeled "cooperatives' as parents are active
participants in governing the center's activitiesin
exchange for providing their timeto build and repair
recregtiona equipment, paint, creste bulletin boards and
offer many other servicesthat sgnificantly reduce

operationa expenses.

The FmnchW Model

Franchise day -care centers are another area of

opportunity for the smal business entrepreneur. Under a
franchise, a company that develops a prototype sellsto an
individua the legd rightsto open and operate centers
based on the prototype. Theindividua pays afranchise
feeto get started and then pays a percentage of gross
income for the ongoing use of the franchise (see Table 2).

Thefianchisor trainsthe franchisee, sets policy and
conducts audits of the operations of each franchise. 71be
fi-anchisor provides prototype building and program

Table 2 - Characteristics of Selected Franchises

Total Adver
capital tising
Name of franchise Fee needed
Tegeler Time Day $25K $50K
Caelnc.
10 Forbes Road
Braintree, MA 02184
Lollipop Daycare, Ltd. $35K $70-
10255 E. Via Linda IHOK
#2039
Scottsddle, AZ 85258
Primary Prep, Inc. $15K $60K
5690 Roosevelt Blvd.
Clearwater, FL 33520
Y outhland Academy $20K $50K
3174 Mak Road
Fairfield, OH 45014
Alphabetiand $20K $20K
Sx Passaic Street
Hackensack, NY 07601
Mary Moppets $75K $40-
2404 W. Huntington Dr. 50K
Tempe, AZ 85282
Child Enrichment N/A $20K
Sx Passaic Stregt

Hackensack, NY 07601

fee

5%

#of franchises Company
Royalty 1984 1985 1986 1987 owned
- NA NA 60 NA NA
NA NA 7 NA NA
NA NA 10 NA NA
$250/mo 1 1 1 1 1
10% 13 14 15 NA
6% 67 54 NA NA 1
- NA NA 15 NA NA

Source:  Annual Franchising 500 Report. Entrepreneur, 1988; Show Schedule. Franchise Handbook, .1986-87; and Business

C>pporttmities Handbook, 1988.
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plans, logos, brochures and advertisements and, in some
cases, will help select the location, build the building,

buy the equipment and otherwise do much of the set-up
work. The franchisor also continually monitors the
franchised centers to ensure compliance with company
standards of quality and managemenl

From the viewpoint of the prospective entrepreneur, there
are both advantages and disadvantages to a franchise.
Standardization, name recognition and reputation are
advantages because they help to market the center.
Standardization of the educational and/or the day-care
program itself appeals to many parents because they
know that their child will be enrolled in a program that
has been designed to meet children's needs. Name
recognition of the franchisor and its reputation can also
influence a parent's decision. For example, a parent who

is looking for day care for the first time may favor a

center that is familiar and that has a reputation of
providing good quality care.

Disadvantages for the franchisee are "hidden costs™ such
as royalties paid to the franchisor, advertising
assessments, requirements to buy materials, equipment or
supplies from the franchisor and legal fees. These
requirements are part of the contract agreement between
the fi-anchisor and the franchisee who operates the
day-care center. In general, this agreement includes the
following:

* General provisions-These would include a
description of the parties involved (fianchisee and
franchisor), the nature of the business of the
franchise, the territories contained in the
franchise, a protection from competition clause
and clauses stating the promises of both parties.

« Start-up provisions-These must cover the
deposit fee and how it will be paid, who will
provide the equipment and facilities, the required
training of the applicant, a transmission of
standards and details for the opening of the
business.

« Operating provisions-Included here might be
information about obtaining assistance in
purchasing, guidance in bookkeeping,

management and promotion procedures, standard

fee and tuition levels, expected performance by
franchisee, details of reports and royalties,
procedure of payment of insurance and taxes and
confidentiality of disclosures.

* Terndnation provisions-These would state the
terms of renewal, the transfer of rights,
terminations for cause, terminations without
cause, obligations on termination, resolution of
disputes, relationship of parties and other
miscellaneous provisions (Vaughn, 1974).

The Cooperative Model

Cooperative day-care facilities are typically started by a
group of parents who have a need or desire to have a
direct influence on the kind of care their children receive.
Since a cooperative belongs to the people who use it, the
owners are also the customers of this type of business so
that making a profit is not a goal.

In a day-care cooperative, the parents share in
management decisions and responsibilities. They
volunteer their time, work closely with the staff and set
the policies of the center. The parents also work closely
with the director who could be a cooperative member or
hired from outside the membership. A parent with
minimal financial resources interested in getting into the
child-care business on a larger scale than home-based
care might find a cooperative appealing. The opportunity
for direct parental involvement in their children's care

can help make the center a success if properly channeled.
Satisfied parents are likely to be the best form of
advertisement, fueling continued growth by bringing in
new members.

However, some possible disadvantages of the cooperative
modes are the following:

* Good-intentioned parents may not have the
business experience to make the difficult
decisions of running an organization.

* The manager may receive confused messages
from a board with mixed agendas.

o The nonprofit mentality does not allow for the
accumulation of a sufficient cash cushion to
weather financial difficulties and may lead to
loose fiscal controls in the areas of tuition
collection, expense control and supervision of
personnel.

An example of a parent-sponsored co -op is the Childcare
Cooperative at Kansas State tjniversity (KSU). It began
operation in August 1985 in response to the increasing
need for child care for the university's staff and students.
To be enrolled, a child must have one family member
affiliated with the university. The center was started as a
nonprofit entity, receiving administrative assistance from
the KSU Division of Continuing Education. To help fund
the center, a loan was obtained from the university and
money was allocated by the Student Governing
Association (SGA) from available student fee funds.

A cooperative organizational structure was chosen by the
parents who believed that the co -op structure would
provide a superior educational program for their children.
Parents were required to pay membership dues and to
volunteer time for the center's operation. A board of
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directors was formed by the parents. The board has been
very involved in fund-raising, building equipment and
maintenance of the facilities.

Thelicengng requirements set by the state of Kansas and
followed by the center dlow thefacility to hold a
maximum of 223 children; currently, there are

177 children enralled. The facility dso isingpected onan
annud basis by the state. The daily rate for each childis
competitive for the areaand includes transportation to
and from areaschools.

In Jenuary 1987, financid and management problemsled
to areorganization from a parent co-op to an agency
center affiliated with the university's Department of
Housing. This department is now responsible for the
center's finances while the child-care center itsdlf is
responsible for the curriculum

The day-to-day operations of the agency-sponsored
center remain the same as they were under the'
cooperdtive structure. The center, as anonprofit
organizetion, iseligible for both federd and State tax
exemptions, and recently became dligible for property tax
exemption. Theinsurance purchased by the center
includes generd lighility and worianen's compensation
and fireinsurance on the building's contents. The buses
available for trangportation are seate vehiclesand are
covered by the university'sinsurance. Accident insurance
is covered by the children's parents. The center's
projected budget for the year 1989 shows income comes
from four main sources: tuition, Student Goveniing
Asociation (SGA) Childships, Socid and Rehabilitative
Services (SRS), and the USDA (see Table 3). The
$32,000 SGA Childship contributes an dlocation from
the Student Senate to help needy families afford the
day-care center. The dlocation dlows the center to be an
SRS recipient and aso hel ps those who do not qualify for
SRSfunding. The $29,000 from the USDA isafederd
government subsidy for the center'sfood costs.

The Agency-sponsored Model

Located in both rurd and urban aress, agency day-care
operations serve families of al incomelevelsand are
financially supported by the sponsoring agency. Included
are nonprofit early childhood education programs
sponsored by community agencies, such as church
groups, labor unions, community centers and
neighborhood organizations. Agency-ponsored day care
may be full day-care centers or haf-day enrichment
programs that serve children from infancy through school
age. Some are center-based while o~ffiersinclude a
network of day-care homes. Most agencies set up aboard
of directorsto assst in the development of abusiness
plan, aswell asto retain the right to accept or reject the
plan. Additiona support is obtained from tuition and/or

Table 3 - Child-care Cooperative
Projected Income and Expenses, 1989

Income
Regular tuition $284,436
SGA Childship 32,000
RA 32,000
USDA 29,000 7%
Other 11,850
Total $389,286
Expenses
SaMes and wages $280,000
Rent 24,000
Food service 48,000
Other 36,700 10%
Total $388,700 100%

Source: Kansas State University

government funds. The bresk-even point based on the
expected number of children and costs determinesthe
amount of tuition charged, which should be enough to
cover costs and yet be competitive with rates charged by
comparable facilitiesinthe area,

While licensing requirements vary by state, liability

insurance covering both teachers and assgantsis
mandatory in many states, asisan annua safety
inspection of the center. Setting up an agency-sponsored
day-care center issmilar to other moddsin that eech
date and local government has certain regulations thet
must be followed, such asthe number of children
dlowed, the square footage required per child and the
Zoning regulaions.

Normally achurch, school or civic organization
"gponsors' the center with funding from grants,
donations, in-kind contributions and matching funds.
Obtaining a suitable facility at low or no cost is often
esser inthisgtuation. Severd dternativesareto rent a
vacant home with alarge lot for playground space (be
sure to check out the city zoning regulations) or to usea
church, schoal or civic club facility. Usualy the cost of
remodeling is much less expensve than congructing a
new building.

U.S. Smil Business AdmInisWtion
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A parochia school-gponsored day-care center ina
mid-size town is one example of an agency-Vonsored

center. The start-up cost was financed by a $15,000 graxit

from the parish, which aso alows rent-free use of th~
building in which the day care is conducted. The center
aso received |oans from the diocese and the Catholic
school system in the amount of approximately $29,000.
These funds were used to renovate the building, obtain
equipment and pay sdaries and other expenses. Sdaries
arethe principa operating expense of the center (see
Tablp, 4). Donations provided many of the smdler cost
itemsincluding toys and equipmenl

-The center hires personnd by advertising positionsin
newspapers and through placement centers. All
applicants are screened to ensure that they are qualified
and that they meet the job description. The turnover rate
isvery high-most teachers stay one to two years due to
low wages, moving and other circumstances-maidng it
hard to find qualified workers. Wages range from $3.80
an hour for assistants to $4.65 an hour for lead teachers.

This day-care center currently has 85 children. The
teacher-to-student ratios are dictated by sate law, which
varies by state. Most of those who attend the center are
from families with children attending the Catholic school
system; however, other children are accepted.

CONCLUSION

Table 4 - Distribution of Operating Expenses
for an Agency-sponsored Model

SaMes 66%
Food and utilities 32%
Bookkeeping costs (lessthan) 1%
Insurance:

Property (lessdm) 1%

Workman's (lessthan) 1%
Compensation

Liability and accidental (lessthan) 1%

Source: Kansas State University --SmaUBusinm
Institute Files.

The agency &ffiliation-whether it isa church, school or
civic association-is afactor considered by parentswhen
choosngday care. Parents dso consider the location of
the center, the convenience of the center (operating
hours, part-time care and availahility of transportation
sarvices), the quaity of the teachers and educationd
program, the safety of their children, the facility itself
(die 9ze and the amount of equipment) and, of course,
thefees.

With the increasing demand for child day-care services,
many small business owners now have opportunitiesto

provide quality servicestha weren't available in the past.

Many programs are now being established by private
organizationsto assist the small business owner in
providing quaity care. Federd and state agenciesare

providing guidance through regulations and offering help
through ad programs. Prospective business owners need
only find the type of day care for which they qualify; and
then, by staying informed of developmentsin the industry
and implementing good business practices, a successful
business can be achieved.
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APPENDIX A: ADDRESSES OF STATE REGULATORY AGENCIES

ALABAMA

June S. Peffy

State Depatment of Human Resources
503 Administrative Bldg.
Montgomery, AL 36130-1801
ALASKA

Patricia O'Brian

Dept. of Hedth and Socid Services
Divison of Family and Y outh Services
Box H-05

Juneau, AK 99811

ARIZONA

Admin. For Children, Youth & Families
Department of Economic Security
Bldg. |

3727 E. McDowd | Rd.

Phoenix, AZ 85008

ARKANSAS

VirginiaReed

Department of Human Services

Divison of Children and Family Services
PO Box 1437 Sot 720

Little Rock, AR 72203

CALIFORNIA

Joyce Eng

Deparunent of Socid Services
Community Care Licensang Divison
7T44P 3. M.S 1950

Sacramento, CA 95814

COLORADO

Dividon of Family and Children Services
Department of Socid Sarvices

State Socid Sarvices Bldg.

1575 Sherman K.

Denver, CO 80203

CONNECTICUT

Judith Walker

State Department of Human Resources
1049 Asylum Ave

Hartford, CT 06105

DELAWARE
Pauline D. Koch
Licendng Savices

Dent. of Svcs. for Children, Youth& Fam.

330 E. 30th &.
Wilmington, DE 19802

DISTRICT OF COLUMBIA
Licenang Office

Departinent of Human Services
Randdll Schodl Bldg.

Igand| Sts, SW

Washington, DC 20024

FLORIDA

PamdaHutchinson

Dept. of Hedlth and Rehab. Services
Children, Youth & Family Svcs. Program
1317 Winewood Blvd.

Tallahassee, FL 32301

GEORGIA

Div. of Family and Children Services
Depatment of Human Resources
315 Hedth Bldg.

47 Trinity Ave,, SW

Atlanta, GA 30334-1202

IDAHO

Perry Ackerman

Department of Hedlth and Wefare
Towers Bldg.

450 W. Sete St

Boise, ID 83720

ILLINOIS

Petricia E. Bennett

Dept. of Children and Family Services
406 E. Monroe St

Soringfidd, IL 62706

INDIANA

Keith Carver

State Department of Public Wefare
Child Wefare/Socid Sves Div.

141 S Meridian &, 6di H.
Indianapalis, IN 46225

IOWA

Harold K. Poore

Department of Human Services
Hoover Sate Office Bldg.

1300 E. Wanut S.

DesMoines, |1A 50319

KANSAS

Children in Need of Care/Y outh Svcs
Dept. of Socid and Rehab Services
Smith-Wilson Bldg., State Hosp.
2700 W. 6th .

Topeka, KS 66606

U.S. Small Business Administration
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KENTUCKY

Children's Services Branch
Dent. for Socid Services
Cabinet for Hmnan Resources

Human Rsrcs. Bldg., 6di H. W
275E. Man &t
Frankfort, KY 40621

LOUISIANA

Div.; of Children, Youth & Fam. Svcs.
Dept. of Health and Human Resources
1755 Horida Blvd. P.O.Box 4437
Baton Rouge, LA 70804

MAINE

Divison of Child and Family Services
Department of Human Services
Human Sarvices Bldg.

Sate House, Station 11

Augusta, ME 04333

MARYLAND

Officefor Children and Y outh
Executive Department

1502 State Office Bldg.

301 W. Preston S

Bdtimore, MD 21201

MASSACHUSETTS
Marilyn Gallivan
Office for Children
10West S

Boston, MA 02111

MICHIGAN

Ted DeWolf

Department of Socia Services
Commerce Center

300 S. Capital Ave.

Lansing, M 48909

MINNESOTA

CalaBrown

Department of Human Services
Human Services Building

444 |_afayette Rd.

St Paul, MN 55155-3802

MISSISSIPA

Jane B. Emling

State Deparanent of Hedlth

P.O.Box 1700

Jackson, MS 39215-1700
16

NUSSOM

Jarry. Smon

Missouri Division of Family Services,
Broadway State Office Bldg.

P.O.Box 88

Jefferson City, MO 65103

MONTANA

Charlie McCarthy

Department of Family Services
Box 8005

Helena, MT 59604

NEBRASKA

Deb Dawson

Department of Socid Services
Box 95026

Lincoln, NE 68509

NEVADA

Peatricia J. Hedgecoth

Bureau of Sarvicesfor Child Care
505 E. King, Room 606

Carson City, NV 89710
NEWHAMPSHIRE

Robert Letdlier

Department of Htunan Services
6 Hazen Dr.

Concord, NH 03301

NEWERSEY
J. Patrick Byme
Divison of Y outh and Family Services
Bureau of Licensing
| S. Montgomery SL CN717
Trenton, NJ 08625
NEWMEXICO
Socid SarvicesDivison
Humean Services Deparunent
518 PERA Bldg.
P.O.Box 2348
SantaFe. NM 87503-2348

NEWY ORK

State Operations
Department of Socid Services
Ten Eyck Bldg., 9th H.
40 N. Pearl S.

Albany, NY 12243
NORTH CAROLINA
Dr. Nancy H. Brown
Child Day Care Section
1701 Barbour Dr.
Raeigh, NC 27603-2008
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NORTHDAKOTA
Children and Family Services Divison
Department of Human Services
State Capitol
Bismarck, ND 58505

OHIO

M. Pauline Hosenfield
Department of Human Services
Bureau of Child Care Sarvices
30 E. Broad S

Columbus, OH 43221
OKLAHOMA

Prins EllaAnderson
Department of Human Services
P.O. Box 25352
OklahomaCity, OK 73124
OREGON

Karen Moffot

Children's Services Division
198 Commercid &., SE

Sdem, OR 99210

PENNSYLVANIA

Susan Miller

Office of Children, Youth, & Families
Department of Public Welfare

Hedth & Wefare Bldg., s H. Annex
Harrisburg, PA 17102

RHODE ISLAND

JoAnneK. Flodin

Dent. for Children & Their Families
6 10 Mount Pleasant Ave.
Providence, Rl 02908
SOUTH CAROLINA

Office of Children's Services
Depatment of Socid Services
North Tower Complex

1535 Confederate Ave,, P.O. Box 120
Columbia, SC 29202-9938
SOUTH DAKOTA

Clarice Turner

Child Protective Services

700 Governor'sDr.

Pere, SD 57501
TENNESSEE

Children's Services Division
Office of the Governor

1600 James K. Polk SL Bldg.
505 Deaderick S

Nashville, TN 37219

TEXAS

Office of Programs

Depament of Human Resources
John H. Winters Human Svc. Cir.
701W.51¢ .

Audtin, TX 78751

UTAH

LoisM. Rudd

Department of Sodid Sarvices
Officeof Licensing

120 N. 200 W.

Sdt Lake City, UT 84103
VERMONT

Coleman Beker

Children's Day Care Unit
Dept. of Socid & Rehabilitative Sves.
103S. Man &.

Waterbury, VT 05676

VIRGINIA

Meredyth Partddge
Department of Socid Services
Divison of Licensng

8007 Discovery Dr.
Richmond, VA 23229

WASHINGTON

Div. of Children and Family Services
Dept. of Socid & Hedth Services
500-B Modular Bldg. Airdus.Pk.
7580 Armstrong St

Olympia, WA 98501

WEST VIRGINIA

Families and Children Unit
Department of Human Services

B-850 State Office Bldg. 6

1900 Washington . E.

Charleston, WV 25305
WISCONSIN

Dave Edie

Dept. of Hedth & Socid Services
Bureau for Children, Youth & Families
P.O. Box 7851 S.

Madison, WI 53707

WYOMING

KenKaz

Dept. of Public Assistance & Soc. Svcs.
383 Hathaway Bldg.

2300 Capital Ave.

Cheyenne, WY 82002
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APPENDIX B: SUMMARY OF CHILD-CARE LICENSING REQUIREMENTS

@ o) ©) @ ©) ©) U] (s)

ReguMon Regulated Children enrolled LFI)CH Liab. Exam or Criminal
State -E-W--C 0 -7Ue-n-te-r Homes Total- Centers Homes Total intn Insur. Training TB test check
AK X 191 383 574 X X
AL X 1,000 2,700 3,700 48,000 8,000 56,000 X X
AR X 1,351 558 1,909 46,000 6,000 52,000 X X X
AZ X X X X X
CA X 8,623 38902 47,525 421,116 249,959 671,075 X X X X
co X 750 6,000 6,750 55,590 30,109 85,699 X X X X
cr X 1,350 4,200 5,550 65,000 25.000 90,000 X X X
DC X N/A X N/A
DE X 194 1,102 1a86 11,217 5,458 16,615 X X X X
FL X 4377 2,726 7,103 337.894 X X
GA X X X X X
m X X X X
1A X 1,174 1,928 3,102 52,545 16,980 69,525 X X X X
ID X 128 359 487 X X
IL X 2,254 5416 7,670 115,000 38,000 153,000 X X X
IN X 586 1441 2,027 42,734 10,679 53,413 X
KS X X X X X
KY X X X X X
1A X X
MA X 2,564 9°M 11,764 115,000 43,500 158,500 X X
MD X X X X X
ME X X X X X
hu X X 3.050 10500 13550 12,000 60,000 180,000 X X X
MN X = 10,000 11,200 35000 65000 100,000 X X X X
mo X 930 1,593 2,523 54978 15199 70,177 X
ms X X
MT X 154 769 923 5,855 5,855 X X
NC X X 2,872 4,627 7,499 117433 13446 130,879 X X X X
ND X X X X
NE X 333 2,145 2,478 23688 16,104 39,792 X X X
NH X 600 389 989 21,700 3300 25,000 X X X X
NJ X 1,913 855 2,768 1(Y7,901 7M 115026 X X
NM X X X X X
NV X 271 315 586 16,775 2,112 18,987 X X X X
NY X X X X
OH X X 2475 4 2479 120,000 12,000 132,000 X X
OK X 1,233 1,806 3,039 62,131 9030 71161 X X
OR X X 560 32w 3,760 27,000 N/A 27,000 X X
PA X X 2.168 4,384 6,552 118,000 N/A 118,000 X X X
RI X 170 500 670 10,000 3,000 13,000 X X X
SC X X X X
SD X 81 432 513 4,784 3,467 8,251 X X X
TN X, X X X X
X X X X X
uT X 245 1,942 2,087 X X X X
VA X 971 2,386 3,357 78,436 N/A 78,436 X X X
VT X X 250 1,100 1,350 12,000 10,000 22,000 X X X X
WA X X X X
Wi X X 1.350 3351 4701 70,0DO 14,000 84,000 X X X X
w X X X X



wY X 202 631 933 X

(1) TImc states licmur, register or certify family day-care providers (0-other).

(2) llisisthe nuniba of regulated day-car e oenten and day-care h(nnesin edich staw

(3) Thisisthe munber of children emued in day-care centers (inchuling preschools) and in home-based cam
(4) T%cse states have established provisions for |.4mge Family Day Cue H(snes(LFDCII).

(5) TIxw states require s(xne providm to have liability insurance.

(6) llmse statesrequire s(sne type of provider training.

(7) Then statesrequire a physical examination and/or a TH test for providen.

(S) Tlme states conduct scene sort of criminal check on potential providers.

Some of these respowes arefrom a survey conducted by the Kansm Stage University Small Business Development Center, Fall 1988. The rest arefrom the 1988 Family Day
Care Licensing Study" by the Childrept's Fowtdation, November | M.
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APPENDIX C: HOW TO WRITE A BUSINESS PLAN®

Thefollowing pages provide a suggested outline of
the materid that should be included in your business
plan. Your find plan may vary according to your
needs or because of theindividud requirements of
your lender.

What Are the Benefits ?

Every business can benefit from the preparation of a
carefully written plan. There are two main purposes
for writing that plan:

1. Toserveasaguideduringthelifetime of the
business. It isthe blueprint of your business and
will provide you with the toolsfor analysis and

2. A busnessplanisarequirement if you are
planning to seek aloan. It will provide potentia
lenders with detailed informetion on al aspects
of your company's past and current operations
and provide future projections.

Business Plan Outline

1. Cover shet
Serves asthetitle page of your business plan.
It should contain the following:

Name of the company Company address Company
phone number (include area.code) L4Dgo (if you
have one) Names, titles, addresses, phone numbers
(include area code) of owners Month and year your
plan was issued Name of preparer

J[I.  Statement of purpose
(Same as executive summary.) Thisisthe
thesis atement and includes business plan
objectives. Use the key words (who, whét,
where, when, why, how, and how much) to
briefly tell about the following:

*  What your company is (also who, what,
where and when).
What your objectives are.

» If you need aloan, why you need it.

e How much you need.

*  Why you will be successful.

e How and when you plan to repay your
loan.

1111. Tableof contents
A pageligting the m&jor topicsand
references.

IV.  Thebusiness
Coversthe details of your business. Include
information about your indudtry in generd,
and your businessin particular. Addressthe
fallowing:

V. Marketing

Legd dructure-Tdl what legd structure you have
chosen and state reasons for your choice. Description
of the business-Detail your business. Tell about your
history, present status and future projections. Outline
your product or service in terms of marketability.
Project a sense of what you expect to accomplishin
the next few years. Products or serWces--Givea
detailed description of your products from raw
materiasto finished items. Tell about your
manufacturing process. If you provide aservice, tell
what it is, how it is provided and why it is unique.
List future products or services you plan to provide.
L ocation-Describe site and why it was chosen. (If
location isimportant to your marketing plan, focus
on thisin the marketing section below.)
Managenwnt-Describe who is behind the business.
For each owner, tdll about responsibilitiesand
abilities. Support with resumes.
Personnel-Who will be doing the work, why
are they qudified, what istheir wage, what
aretheir respongbilities? Methods of record
keepingWhat accounting system will you
use? Who will do your record keeping? Do
you have a plan to help you use your records
in analyzing your business? I nsurance-What
kinds of insurance will you need? What will
these cost and who will you usefor a
e  carier? Securit);--Address security in terms
of inventory control and theft of
information.
[ ]

Coversthe details of your marketing plan.
Include information about the total market with
emphasis on your target market. |dentify
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your customers and tell about the meansto
make your product or service availableto
diem.

. Targat market-1dentify characterigtics
of your customers. Tell how you arrived
at your results. Back up information with

demographics, questionnaires and
surveys. Project size of your market.

. ConWetition-Evauate indirect and
direct competition. Show how you can
compete. Evaluate competition in terms

of location, market and business history.

. Methods of dstribution-TeU about the
manner in which products and services
will be mede available to the customer.

Back up decisionswith Setigtical reports,
rate sheets, eic.

. Advertisng-How will your advertising
be tailored to your target market? Include
rate sheets, promotiona materia and time

linesfor your advertising campaign.

0 Pricing-Pricing will be determined asa
result of market research and costing your
product or service. Tell how you arrived

at your pricing structure and back it up
with materias from your research.

. Product design-Answer key questions
regarding product design and packaging.
Include graphics and proprietary rights

information.

Timing of market entry--TeR when you
plan to enter the market and how you

® indudethe
arrived at your decision.
thatfollow.
L Location-If your choice of locetionis
related to target market, cover it inthis
condition of
section of your business plan. (See
isa
- location in the business section of this
condition
outline.)

industry trends-Give current trends,
project how the market may change and
what you plan to do to keep up.

VI. Financia documents

These are the records used to show past,
current and projected finances. Thefollowing
are the major documents you will want to
includein your business plan. Thework is
easer if theseare done in the order presented.

. Summary offinancid needs-Thisisan
outline indicating why you are applying
for aloan and how much you need.

. Sources and uses offunds statenwnt -1t
will be necessary for you to tell how you
intend to disperse the loan funds. Back up

your statement with supporting deta.

NOTE:

Cashfiow statement (budget)-7his
document projects what your business
plan meansin terms of dollars. It shows
cash inflow and outflow over aperiod of
time and isused for interna planning.
Cash flow statements show both how
much and when cash must flow in and out
of your business.

Three-year income projection-A pro
formaincome statement showing your
projections for your company for the next
d=years. Use the pro forma cash flow
datement for the first year'sfigures and
project the next according to economic
and industry trends.

Break-even analysis-7be bresk-even

point iswhen ac(xnpany's expenses
exactly match the sdes or service
volume. It can be expressed in tota

doll= or revenue exactly offset by tota
expenses or tota units of production (cost
of which exactly equastheincome.
derived by their sdles). Thisandysscan
be done either mathematicaly or
graphicaly.

Thefollowing are actud performance
statements reflecting the activity of your
businessin the past. If you are anew
business owner, yourfinancia section
will end here and you will add a persond
financid history. Ifyou arean
established business, you will

actuad performance statements

Baance shet-Showsthe
the business as of afixed date. It
picture of your firm'sfinancia

a aparticular m(xnent and will show you
whether your financial position is strong
or wesk. It isusualy done at the close of
an accounting period, and contains assets,
liabilities and net worth.

Income (profit and loss) statenwnt
Shows your businessfinancia activity
over aperiod of time (monthly, annualy).
It isamoving picture showing what has
happened in your busnessand isan
excedllent tool for assessing your business.,
Y our ledger is dosed and balanced and
the revenue and expense totals transferred
to this statement.
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Businessfumcid higtory-Thisisa
sununary of financia information ebout
your company from its start to the
presenl The businessfmancia history
and loan gpplication we usualy the same.
If you have completed the rest of the
fumcid section, you should be ableto
transfer d| the needed information to this
documenl

VH. Supporting documents
These are the records that back up the
gatements and decisions made in the three
mmn parts of your business plan. Those most
commonly included are asfollows:

Persona resunws-Should be limited to
one page and mclude work history,
educationa background, professiond
affiliations and honors and specid skills.
Persondfinancid satenwnt-A

statement of personal assets and
lighilities. For anew business owner, this
will be part of your fumncia section.
Credit reports-Business and persona
from suppliers or wholesalers, credit
bureaus and banks.

Copies of leases-All agreements
currently in force between your company
and aleasing agency.

Letters of re:,Ference-Leam
recommending you as being areputeble
and reiable businessperson worthy of
being consdered a good risk. (Indude
both business and persond references))

Contracts-Include al business contracts,
both completed and currently in force.
Legd documents-All legd papers
pertaining to your legd Structure,
proprietary rights, insurance, titles, etc.
Miscellaneous docunwnts-AU other
documents thet have been referred to, but
arenot included in the main body of the
plan (eg., location plans, demographics,
advertising plan, etc.).

Puffing Y our Plan Together

When you arefinished: Y our business plan should look
professiond, but the lender needsto know that it was
done by you. A business plan will be the best indicator he
or she hasto judge your potentia for success. It should be
no more than 30 to 40 pageslong. Include only the
supporting documents that will be of immediate interest
to your potentia lender. Keep the othersin your own
copy wherethey will be available on short notice. Have
copies of your plan bound at your local print shop, or with
ablue, black or brown cover purchased from the
stationery store. Make copies for yoursdf and each lender
you wish to gpproach. Do not give out too many copies a
once, and keep track of each copy. If your loan is refused,
be sure to retrieve your business plan. For amore detailed
explangtion of each section of the business plan outline,
see SBA's publication, How to Write aBusiness Plan,
which includes step-by-step directions and sample
sections of actual business plans. Also available from the
SBA isaVHS videotape and workbook, "rhe Business
Plan: Y our Roadmap for Success."
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2 of business

Month

sh on hand

eginning of month)

sh receipts (a) Cash sales (b)
Jllections ham credit accounts
) Loan or other cash injection
pecify)

:a ewh receipts
a+2b+2c=3)

tal cash available (bdore cash
it) (1 +3)

sh paid out (a) Purchases
1erchandise) (b) Gross wages
xcludes withdrawals) (c) Pay -11
penses (taxes, etc.) (d) Outside
rvices (e) Supplies (office and
m-ating) (f) Repairs and
aintenance (g) Advertising (h)
ar, delivery and travel (i)
counting and legal 0) Rent (k)
alephone 0) utilities (NO
nuance (n) Taxes (real estate,
*-) (o) Interest (p) Other
:penses (specify each)

Miscellaneous (unspecified)
Subtotal

Loan principal payment
Capital purchases (specify)
| Other start-up costs
) Resmve and/or escrow

) Owner's withdrawal
dout
athrough 5w)

1d of month) (4 minus 6)
sential operating data
n-cash flow information)
Sales volume (dollars)
Accounts receivable

(end of month)
Bad debt (end of month)
Inventory on hand (end of

Accounts payable (end of

Address ner ype usuicss y

Pen cbart im macitan a 2




sh on hand

ginning of month)

sh receipts

Cash sales

Collections from credit accounts
Loan or other cash injection
td cash receipts
1+2b+2c=23)

tal cash available

fore cash out) (I + 3)

sh paid out

Purchases (merchandise)
Gross wages (excludes withdrawals)
Payroll expenses (taxes, etc.)
Outside services

Supplies (office and operating)
Repairs and maintenance
Advertising

Car, delivery and travel
Accounting and lega

Rent

Telephone

Utilities
I Insurance

Cash on hand same as (7), Cash position, previous month ZR

All cash sales. Omit credit sal es unless cash is actually received.
Amount to be expected from al credit accounts. Indicate hem all

cash injections not shown in 2(a) or 2(b) above.

Merchandise for msge or for use in product (paid for in current month)

Base pay plus overtime (ff any)

Inclu& paid vacations, paid sick leave, health insurance. unemployin-t insurance, etc. (this might be 10 to 45% of 5(b))
This cotdd include outside labor and/or material for ~ahzed or overflow work, including subcontracting

Items purchased for use in the business (not for resale)

Include periodic large expenditures ch as painting or decorating

This amotmt should be adequate to maintain sales volume

If personal car is used, charge in this column, include parking

Outside services, including, for example, bookkeeping

Real estate only (See 5(p) for other rentals)

Water, heat, light andfidr power
Coverages on business property and products (fire, liabH4); also worker's compensation, fidelity, etc. ExchWe executive Iffe

ﬁuﬂn&?m’mr’;f‘ta?, sales tax, excise tax, if applicable Remember to add interest on loan as it is injected (See 2(c) above) Unexpected
expenditures may be included here as a safdy factor Equipment expensed dunng the month should be included here (non-capital equipment)
When equi~ent is rented or leased, record payments hem Small expenditures for which separate accounts would not be practical This subtotal
indicates cash out for operating costs Include payment on al k)ans, inchuting vehicle and equ4)ma-~t purchases on time payment Nonexpensed
(depreciabk) expenditures such as equ4)ment~ buffding. vehicle Purchases and leasdxid unPfOvemmts Expenses incurred pnof to first month
projection #ad paid for after start-up Example: msurance, tax or eguvment escrow to reduce IMVIM cf large Pg49* Payments gh-~u-i-d include
payment for such dmgs as ownees mcome tax, socid secunty, health msurance, executive life insurance premimns, etc.

| Enter this smount in (1) Cash on hand following manth.

llus is basic infonnatton necessary for proper planning and for proper cash flow projecuon. In con*ction with this data, the cash flow can be
evolved and shown in the above foml

llus is a very unportant figure and should be estsmated canmffly, takmg mto accotmt size of facility and employee output as well as redlistic
anticipated sales (actual sales, not orders received).

Previous unpaid credit sales plus mmth's credit saim less amounts received current month (deduct "C" below)

Bad debts should be subtracted from (B) in the month anticipated

Last month's mvenu)ty plus merchandise received and/or manufacmred ammm month mmus amount add current month
Previous mouth's payable plus cturent monib's payable mmus amount during month

Established by your accountant, or value of all your equgxnent divided by useful life (m months) as allowed by Internal Revenue



ctc.)

xify each)

Nscellanix)us (unspecified)
Subtotal

Loan principal payment
Zapital purchases (specify)
Other start-up costs

Reserve and/or escrow (specify)
Ownees withdrawal

throulth 5w)

1 of month) (4 minus 6)
ential operating data
n--ash flow information)

Sales volume (dollars)

Accounts receivable (end of month)
Bad debt (and of mouth)

Inventory on hand (end of month)
Accounts payable (end of month)
Depreciation



APPENDIX E: INFORMATION RESOURCES |

U.S. Small Business Administration (SBA)

The SBA offers. an extensive selection of information on

most business management topics, from how to,start a
business to exporting your products.

This information is listed in The Shwil Business
Directory. For a free copy contact your nearest SBA
Office.

SBA has offices throughout the country. Consult the U.S.
Government section in your telephone directory for the
office nearest you. SBA offers a number of programs and
services, including hawng and educational programs,
counseling services, financial programs and contract
assistance. Ask about

« Service Corps of Retired Executives (SCORE),

a national organization sponsored by SBA of
over 13,000 voluntm business executives
who provide free counseling, workshops and
seminars to prospective and existing small
business people.

« Small Business Development Centers (SBDCs),
sponsored by the SBA in partnership with
state and local governments, the educational
community and the private sector. They
provide assistance, counseling and training
to prospective and existing business people.

« Small Business Institutes (SBIs),
organized through SBA on more than
500 college campuses nationwide. 71be
institutes provide counseling by students
and faculty to small business clients.

For more information about SBA business development
programs and services call the SBA Small Business
Answer Desk at 1-800-U-ASK-SBA (927-5722).

Other U.& Government Resources

Many publications on business management and other
related topics are available from the Govenunent Printing
Office (GPO). GPO bookstores are located in 24 major
cities and are listed in the Yellow Pages under the
"bookstore™ heading. You can request a Subject
Bibliography by writing to Govemment Printing Office,
Superintendent of Documents, Washington, DC
20402-9328.

Many federal agencies offer publications of interest to
small businesses. There is a nominal fee for some, but
most are free. Below is a selected list of government

agencies that provide publications and other services
targeted to small businesses. To get their publications,

contact the regional offices listed in the telephone
directory or write to the addresses below:
Consumer Information Center (CIC)

P.O. Box 100

Pueblo, CO 81002

The CIC offers a consumer information catalog of
federal publications.

Consumer Product Safety Commission (CPSC)
Publications Request

Washington, DC 20207

The CPSC offers guidelines for product safety
requirements.

U.S. Department of Agriculture (USDA)

12th Street and Independence Avenue, SW
Washington, DC 20250

The USDA offers publications on selling to the USDA.
Publications and programs on entrepreneurship are also
available through county extension offices nationwide.

U.S. Department of Commerce (DOC)

Office of Business Liaison

14di Street and Constitution Avenue, NW

Room 5898C

Washington, DC 20230

DOC's Business Assistance Center provides listings of
business opportunities available in the federal
government. This service also will refer businesses to
different programs and services in the DOC and other

federal agencies.

U.S. Department of Health and Human Services (HHS)

Public Health Service

Alcohol, Drug Abuse and Mental Health
Administration

5600 Fishers Lane

Rockville, MD 20857

Drug Free Workplace Helpline: 1-800-8434971. Provides

information on Employee Assistance Programs.

National Institute for Drug Abuse Hotline:

1-800-6624357. Provides information on preventing

substance abuse in the workplace.

The National Clearinghouse for Alcohol and Drug

Information: 1.800-729-6686 tou-free. Provides

pamphlets and resource materials on substance abuse.
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US. Department of Labor (DOL)
Employment Standards Administration

200 Condtitution Avenue, NW

Washington, DC 20210

The DOL offers publications on coinphame with
labor laws.

U.S. Department of Treasury

Internd Revenue Sarvice (IRS)

P.O. Box 25866

Richmond, VA 23260

1-800-424-3676

The IRS offersinformation on tax requirements for small
businesses.

U.S. Environmenta Protection Agency (EPA)

Smdl Business Ombudsmen

401 M Street, SW (A-149C)

Washington, DC 20460

1-800-368-5883 except DC and VA

703-557-1938in DC and VA

The EPA offers more than 100 publications designed to
help small businesses understand how they can comply
with EPA regulations.

U.S. Food and Drug Adminigtration (FDA)

FDA Center for Food Safety and Applied Nutrition
200 Charles Street, SW

Washington, DC 20402

The FDA offersinformation on packaging and labeling
requirements for food and food-related products.

AssociationslOrg-onintions

Child Care Action Campaign
99 Hudson Sftit, Suite 1233
New York. NY 100 13
Phone: 212-334-9595

Child Weffare L eague of America
440 Firgt Street, NW, Suite 3 10
Washington, DC 20001

Phone-. 202-638-2952

Nationd Association for Family Day Care (NAFDC)
815 15th Street, NW, Suite 928

Washington, DC 20001

Phone- 202-347-3356

For MmoMm Intotmation

A librarian can help you locate the specific information
you need in reference books. Mogt libraries have avariety
of directories, indexes and encyclopedias that cover many
businesstopics. They aso have other resources, such as

Trade asociation information
Ask thelibrarian to show you a directory of trade
associations. Associations provide avauable
network of resourcesto their members through
publications and services such as newdeam,
conferences and seminars.
Books
Many guidebooks, textbooks and manuason
small business are published annudly. To find the
names of books not in your local library check
Books In Print, adirectory of books currently
available from publishers.
Magazine and newspaper articles
Business and professona magazines provide
information thet is more current dm that foundin
books and textbooks. There are anumber of
indexesto help yau find specific articlesin
periodicals.
In addition to books and magazines, many libraries offer
free workshops, lend skfll-building tapes and have
catalogues and brochures describing continuing education
opportunities.
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